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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars 


Domestic Economy 
Population (millions) 


Population growth (%) 

GDP in current dollars 

Per capita GDP, current dollars 

GDP in local currency (NOK) 
(1985=100) % change 

Consumer Price Index % change 


Production and Employment 
Labor force (1,000s) 


Unemployment (avg. % for year) 

Industrial production (local 
currency base 1980=100) 

Govt. oper. surplus or deficit 
as % of GDP 


Balance of Payments 
Exports (F.O.B.) 
Imports (C.1.F.) 
Trade balance 
Current-account balance 
Foreign direct investment (net) 
Foreign debt (year end) 
Debt-service paid 
Debt-service ratio as % of 
merchandise exports 
Foreign exchange reserves 
(year end) 
Average exchange rate for year 
(X = U.S. $1.00) 


Foreign Investment 
Total (cumulative) 
U.S. (cumulative) 
U.S. share (%) 


U.S.-Norwegian Trade 
U.S. exports to Norway (C.I.F. 


) 
U.S. imports from Norway (F.O.B.) 


Trade balance 


U.S. share of Norway exports (%) 
U.S. share of Norway imports (%) 


U.S. bilateral aid 
Economic 
Military 


Principal U.S. exports (1986): 
products, 

Principal U.S. imports (1986): 
fertilizers. 

Source: 


1985 


4,159,200 
0.33 
57,888 

13 ;9t9 
497,835 
100.0 
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2,064,000 
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19,853 
15,414 
4,439 
3,120 
61 
30,512 
6,121 


32.4 
71,977 
8.60 
16,681 


6,722 
40.3 


Central Bureau of Statistics 


1986 


Projections 


1987 


4,178,000 4,195,000 


0.46 
69,733 
16,690 

516,022 
103.8 
1.2 


2,111,000 
1.9 
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18,226 
20,276 
-2,050 
-4,437 
937 

Bi) 
13,544 


74.3 


0.41 
78,050 
18,605 

526,835 
105.8 
8.5 


2,150,000 
2.0 
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0 
0 
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Summary 


Norway's economy during 1986 was characterized by two major developments: a 
deterioration in terms of trade, due in the long term to the 
non-competitiveness of the mainland econciy, and in the short term to the 
dramatic fall in oil prices; and a continued strong growth in consumer 
demand financed by a negative savings rate. The result was a six percent 
decline in real disposable income absorbed primarily by the government and 
the oil sector, and an NOK 33 billion current account deficit, down from 
record surpluses in each of the previous two years. GDP rose 3.8 percent 
measured in fixed prices. GDP excluding shipping and oil rose by 3.5 
percent. Continued sales and registration of Norwegian ships abroad reduced 
the country's fleet to one-fourth of its size ten years ago. 


Price and interest level rises, and a 12 percent devaluation led to a 
gradual slowdown in domestic demand which continues into 1987. 

Nevertheless, a tight labor market (unemployment was only 1.9 percent) with 
increasing wage growth at the local level, high capacity utilization, 
devaluation, and increased taxes and fees dissipated the effects of the 
devaluation on relative costs and prices. Prices in Norway rose sharply 
from May 1986. For the sixth consecutive year, prices in Norway rose faster 
than in competing countries. During the first four months of 1987, prices 
rose at an annual rate of 10 percent. 


The moderate oil price rise since the lows of 1986 have returned some 
measure of stability and optimism for both mainland and offshore industries, 
as well as government planners. National level wage negotiations, concluded 
in a single-day session this spring, resulted in agreement that no pay 
increases would be granted at the central level this year. Wage drift (that 
portion of wages determined at the plant level) hit eight percent during 
1986 and will still account for some measure of wage rise in 1987. 
Nevertheless, settlements thus far indicate strong adherence to the GON's 
suggested overall wage hike limit of 6.5 percent (includes four percent 
carry-over from 1986). 


Traditional goods exports appear to be making a modest and not yet fully 
confirmed turnaround after a long period which saw high import growth and 
weak export performance. The seasonally-adjusted value of exports during 
the period December 1986 to February 1987 was some four percent higher than 
in the previous three-month period, while the value of imports fell 2.5 
percent. Oil sector investment for platforms, pipelines and projects in 
progress will likely rise, although exploration investment will fall. This 
activity in the petroleum production sector will help somewhat to offset the 
latest downturn in the mainland economy although, the overall trend, 
particularly for smaller and medium businesses, remains downward. Gross 
investment, including inventories, turned downward in the first quarter of 
1987, and despite an increase in the first quarter of 1987 over first 
quarter 1986, production growth appears to have been zero or perhaps 
negative in the first quarter. 


Government and private sector economists draw bleak pictures of Norway's 
medium term outlook and say the country cannot escape significant belt 
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tightening, even if oil prices recover. A recent private sector study 
forecast annual current account deficits of NOK 30 to NOK 40 billion until 
2000. Norwegian private foreign debt will likely accumulate to NOK 260 
billion by 1991, compared to NOK 71 billion today. Based on assumptions 
(which the researchers termed tough but not pessimistic) of a 12 percent 
decline in real private consumption from now until 1991, a three percent 
unemployment rate by late 1987, and a fall in real personal incomes, the 
large burden of private debt (e.g., to finance ambitious oil industry 
expansion) will result in a chronic current account deficit even if oil 
prices recover to a real price of $17.50 a barrel by 1991. 


Even the 12 percent drop in private consumption may not be enough. Average . 
household debt increased by NOK 80,000 to NOK 200,000 over the past three 
years while the household savings rate fell to minus 3.6 percent in 1986. 
Some economists believe that overburdened consumers are finally beginning to 
feel the pinch and cut back. Auto sales, which led the 1986 consumer binge, 
declined some 30 percent during the past 12 months. Nevertheless, early 
June data shows borrowing hitting new peaks. The GON estimated total 1987 
borrowing at NOK 19 billion. By June 1, the banks had already loaned out 
between NOK 65 and NOK 75 billion. These continuing trends will only make 
the economy's eventual adjustment that much more difficult. 


Economic Growth/Production 


In 1985 prices, Norway's GDP rose 3.8 percent in 1986 to NOK 506 billion. 
The 1985 rise was 4.0 percent. The gross product of the petroleum 
production sector rose some 6.7 percent, which helped to counter the poorer 
performance figures for such areas as manufacturing (2.0 percent), 
electricity generation (-6.8 percent) and petroleum drilling and shipping 
(-6.4 percent). The combined GDP for oil and shipping, a figure that 
officials often “break out" of total GDP, rose about five percent. When oil 
activity and shipping are removed from total 1986 GDP, that figure is 3.5 
percent, versus 3.9 percent in 1985. 


Production in primary industries declined in both 1985 and 1986, primarily 
because of a fall-off in agriculture. Production in fishing increased, 
primarily because of the booming aquaculture industry, which was, in turn, 
at least partly due to U.S. sales under a still relatively strong dollar. 


Petroleum production and transport grew between six and seven percent in 
both 1985 and 1986, as new offshore fields came on line and established 
fields became more productive. Manufacturing, however, continued to display 
an increasingly dismal competitiveness. While manufacturing overall 
increased two percent, the export figure was -2.2 percent (-0.5 in 1985). 
The import-competing sector rose 3.1 percent compared to 4.4 percent in 
1985. The decline, overall, and in import competing goods despite the 
continued high domestic consumption, came from a decline in market share. 
Construction, particularly in housing and commercial buildings, was a bright 
spot showing 8.2 percent growth. Wholesale and retail trade tapered off 
from 7.4 percent in 1985 to 4.6 percent in 1986. 





5 


For 1987, GON forecasters predict, as they did last fall, a 2.1 percent GDP 
rise, or 1.2 percent if oil is excluded. This relatively rosy forecast 
heavily relies, however, on reduced imports and expanded exports as an as 
yet unrealized tight money and fiscal policy dampens consumption. The GON's 
May 1986 devaluation was an attempt to obtain a degree of moderate GDP 
growth through an export-led policy. Traditional real exports were forecast 
to rise by 4.0 percent in 1987; real oil and gas exports to go up 9.5 
percent; and imports to fall by 3.7 percent. 


Forecasters now see oil and gas exports rising 14 percent, but because the 
traditional economy is performing worse than earlier expected, officials are 
holding to their original prediction of a 2.1 percent increase in GDP. 


Investment 


Gross fixed capital formation reached NOK 140 billion in 1986, or some 28 
percent of GDP, the highest percentage in five years. Unfortunately, the 


high share figure is related in part to the effect of the oil price drop on 
GDP measured at current prices. 


Real investment in oil production pipeline transport expanded 65 percent 
from NOK 21.5 billion to NOK 37 billion, although incurred investment costs 
in oil activities, which give a better indication of investment levels, have 
been relatively stable for the past three years. When oil and shipping are 
excluded, the 15 percent increase in investment is definitely the biggest 
single year jump in at least seven years. Only shipping and the electricity 
supply sector experienced decreased investment levels. Manufacturing, 
mining, transport, communications, housing and commercial construction, and 
fishing, primarily aquaculture, all expanded. Wholesale and retail trade 
investment rose slightly less than in 1985. The big drop, in shipping, 
actually resulted in a negative gross investment figure. (That trend could 
begin to turn as a result of the establishment in July, 1987, of a Norwegian 
International Ship Register (NIS). The NIS is designed to create a 
favorable environment for Norwegian and other shipowners to register their 
vessels in Norway). Government investment reached some five percent, a 
slight rise from 1985. 


For 1987, the Norwegian Industry Federation is more pessimistic. The 
Federation's twice-yearly investment survey shows that investment levels 
have flattened out and will actually fall some five percent during 1987. 
The results contradict Federation estimates from as late as December 1986, 
which predicted unchanged investment levels. The redirection is especially 
sharp in small and medium size firms. 


The smaller firms had an investment growth of some 7.7 percent in 1986, 
which, corrected for inflation, yielded an unchanged rate from 1985. For 
1987, a special survey of these smaller firms showed a nominal reduction of 
16.6 percent, which yields a real fall of some 20 percent. 


Fortunately, the offshore sector's investment level for pipelines, platforms 
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and onshore facilities remain strong despite a clear drop in 
exploration-related investment. 


While the offshore sector helps balance the overall investment figure, 
however, the disparity exemplifies Norway's larger, long-term problem -- the 
non-competitiveness of the mainland sector and a continuing, perhaps 
increasing over-reliance on the oil sector. 


Balance of Payments 


Norway's balance of payments situation was primarily dominated in 1986, as 
it has been for the past decade, by petroleum, and to a lesser extent by the 
devaluation and import rise. Unfortunately, the effects of all three 
factors were in the same direction, driving the current account from an NOK 
26 billion surplus in 1985 to an NOK 33 billion deficit in 1986. The 
devaluation, designed to spur export growth and reduce imports, appears only 
to have contributed to a price rise. While the growth of imports has 
leveled off, officials are uncertain whether this is the result of the 
devaluation, or simply the result of a public already satiated with consumer 
durables, primarily automobiles. More important, the devaluation seems to 
have contributed nothing toward stopping the deteriorating competitiveness 
of Norwegian industry. 


The balance of goods and services shifted from a nearly NOK 40 billion 
surplus in 1985 to an NOK 18 billion deficit last year. More than 
two-thirds of the fall came from the fall in export prices for oil and gas, 
including refined products, and traditional goods. The remaining one-third 
came from import growth. From 1985 to 1986, the traditional goods deficit 
rose from NOK 48 billion to NOK 71 billion. However, these large deficit 
figures mask a sorry development in the economy. During 1985 and 1986, a 
major segment of Norway's once proud merchant fleet “flagged out" to open 
registries (flags of convenience) in an effort to cut costs and remain 
competitive. These "sales" of second hand ships to foreign companies and to 
Norwegian-owned foreign companies, are treated as exports in the balance of 
payments calculations. For each of the past two years, the rate of 
"flagging out" was some NOK six billion higher than the 1979-1984 average. 


Nevertheless, the impact of the sales has a tremendous impact on both 
present current account figure and the long term earnings of a major 
Norwegian industry. 


By the end of 1985, Norway's net foreign debt was down to 9.3 percent of 
GDP, the lowest level since 1950. Central government debt was virtually 
zero. By the end of 1986, net foreign debt was an estimated NOK 75 billion 


or some 15 percent of GNP. That figure is likely to remain relatively 
stable during 1987. 


Norwegian exports grew sharply in value from 1982-1985 and declined by about 
20 percent during 1986 almost entirely as a result of oil. Export volume 
rose slightly through 1986 and officials hoped the devaluation would spark a 
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further rise. So far, that has not happened, probably because of the 
existing high capacity utilization in many export industries. 


Total import value peaked in mid-1986 and declined somewhat. Nevertheless, 
the annual average for 1986 is well above that for recent years. The growth 
in overall value was partly the result of a large volume jump, while prices 
up until the devaluation were declining. Since then, however, prices have 
risen while volume has declined. 


Overall, the picture has become clouded as late spring/early summer trade 
figures show an improvement, both from early 1987 and over the same period 
last year. Much of the difficulty in interpretation comes from the severe 
nature of the early 1986 figures which make almost any 1987 improvement 
appear significant in relative terms. 


Nevertheless, the overall trade balance improved in May 1987 to an NOK 34 
million deficit compared to an NOK 2.28 billion deficit in May 1986. 
Imports, at NOK 11.84 billion declined two percent from May 1986, while 
exports, at 11.80 billion rose 21 percent. The mainland economy's deficit 
alone was still NOK five billion, but even that was a drop from NOK 6.4 
billion last year. 


The January-May period showed an NOK 4.2 billion deficit versus NOK 8.1 
billion last year, but the improvement came mainly from an increased volume 
of oil and gas exports and a modest price rise since the initial crash in 
last 1985/early 1986. 


Officials here are pleased with the latest data, but rightfully acknowledge 
that it's too soon to label the situation a “trend.” Oil production is 
rising and the price is creeping upward. The import binge is showing 
preliminary signs of moderation. The mainland economy, however, has a long 
way to go. Its ability to rebound will be limited by the low unemployment 
and high capacity utilization levels. The reductions to a 37.5 hour work 
week carries significant negative consequences for factor utilization and 
unit cost regardless of whether 1987 and 1988 wage settlements follow GON 
austerity guidelines. Finally, a continuation of growth of inflation levels 
could, as the Norwegians say, set the mainland economy “on its head" in the 
international market. 


Inflation 


The national accounts price index for domestic use of goods and services 
rose 6.6 percent in 1986 as a result of several key factors, some of which 
pushed in opposite directions: the oil price drop, a noticeably slower rise 
in international prices, the 12 percent devaluation in May, increased excise 
taxes, and a continuing growth in domestic costs. Consumer prices alone 
rose 7.2 percent with the largest portion of the hike coming in the second 
half of the year and continuing into 1987. The 1985 figure was 5.9 

percent. More important, the latest surge has further spread the gap 
between Norway and its international competitors. 
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The oil price drop caused a decline in the GDP price index despite a rise in 
the domestic demand price components. This was the first time that the 
Norwegian economy has experienced a GDP price fall since 1933. 


Traditional import prices rose 0.9 percent in 1986, but despite the 
devaluation, the rise was less than the 1985 figure of 6.3 percent. Most of 
the 1986 rise was in finished goods, while intermediate and capital goods 
registered weaker prices. By late 1986 consumer prices took off and 
combined with domestic costs and excise tax hikes to spur the jump in the 
CPr. 


The rise in total investment prices was lower in 1986 than 1985, in part 
because of lower prices for machinery and transport equipment, and despite a 
sharp rise in the price of construction investments. 


The price indices for total exports, and for both traditional and 
non-traditional goods fell from 1985 to 1986 despite the May krone 
devaluation. 


Economists see little hope for any real price moderation in the near 
future. While real private consumption stagnated in January and February, 
and then fell by almost two percent in March, the CPI registered an 
annualized 10.0 percent rise in the January-March period, led by an annual 
rate of 10.4 percent in March. 


For April, the figure was 10.0 percent, a slight decline, but nevertheless 
sufficiently high to assure that the final 1987 CPI will be on the order of 
8.5 to 10 percent -- well above Norway's trading partners. 


Consumption 


Total growth in private and public consumption was 4.5 percent in 1986 
versus 6.7 percent in 1985. As in 1984 and 1985, growth in private 
consumption was the highest, at 5.5 percent, a switch from earlier years. 
Total consumption reached 74.0 percent of current dollar GDP, a rise of 6.8 
percentage points from 1985. This was due in part to the impact of the oil 
price drop on GDP and a 12 percent growth in consumption at current prices. 


The private consumption growth rate was lower than the record 1985 level of 
8.2 percent, but substantially above that for earlier years. As a share of 
GDP private consumption reached 54.1 percent in 1986 versus 48.6 percent in 
1985. Norway remains below the OECD average of 61-63 percent, but the 1986 


figure is the highest since 1970. Before that year, the range was 55 to 65 
percent. 


Government consumption was some 19.9 percent of GDP compared to 18.6 percent 
in 1985. The OECD average has been 17 to 18 percent. Growth in government 
consumption was 1.9 percent, the lowest rate since 1960. Local government 
consumption was only 0.9 percent compared to 4.2 percent in 1985. Military 
consumption increased by five percent versus 5.7 percent in 1985. Central 


government civilian consumption was 2.4 percent compared to 0.1 percent in 
1985. 
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In spite of the sharp annual growth rate, there are some signs of a leveling 
off by late 1986 and into 1987. The biggest drop has been in cars, which 
accounted tor the bulk of the previous two years’ rise. In addition, 


however, sales of non-durable consumer goods and services have also dropped 
off. 


Norway's real disposable income dropped some six percent in 1986 versus a 
3.4 percent rise in 1985, and the outlook for 1987 is cloudy. With private 
consumption growth exceeding income growth, the household savings rate has 
Fallen to -3.6 percent in 1986. In fact, some economists predict that 
evaluation of new data will show that the savings rate has been negative 
since 1985 and even worse in 1986. 


Governuent Policy 


GON policy during 1986 and 1987 has Leen essentially economically neutral 
despite dire warnings by GON officials and nearly universal calls for 
austerity. Despite the crash of oil prices in late 1985, revisions to the 
1986 fiscal budget amounted to a net cut in expenditures of less than 
one-half a percent. For 1987, the budget process yielded a redirection of 
expenditures toward social affairs. The GON avoided any truly painful cuts, 
however, by riding the revenue wave created by consumer spending. As a 
result, the budget has remained balanced in both years despite a GON oil 
revenue fall of some NOK 10 billion iu 1986 and a further NOK 21 billion in 
1987. The moderate upturn and stabilization of oil prices has reduced 
somewhat the “scare impact" here. 


Nevertheless, much depends on the continuation of the revenue-generating 
consumer binge to keep the system moving and on the ability of the mainland 
economy to reclaim its lost shares of both the domestic and export markets. 
On that score, GON policy has been limited in scope, largely because of the 
high employment and industrial utilization factors. There is simply very 
little room to expand the economy. Instead, the GON has tried to make the 
economy more cost competitive, first by devaluing 12 percent in May 1986, 
and second, by squeezing both labor and industry to hold the line on wage 
hikes. A similar and less visible effort in 1986 fell through as employers 
outbid each other for scarce labor, but the 1987 picture looks better. At 
the national level, labor and management have agreed to a “zero” increase, 
and local agreements appear to be restrained. 


Again, however, last year's “wage overhang” already accounts for some four 
percent in wage increases, and a similar restraint in 1988 will be necessary 
to achieve any long term results. 


In the credit market, GON policy has been less successful. During the boom 
of 1984 and 1985, the relaxation of quantitative credit limits led to bank 
lending levels triple those foreseen by the GON. Strong income and consumer 
demand growth, high tax rates, and interest deductibility combined to raise 
spending and borrowing even further during 1986 and into 1987. By mid-1987, 
bank lending was already nearly four times that projected for the entire 
year. Central bank interest rate hikes, intended to dampen borrowing 
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likewise brought in significant volumes of foreign currency, causing major 
exchange rate problems. ; 


Nespite its calls for austerity, the GON and the Storting (Parliament) have 
shown little will to actually cut back. The minority labor GON has a firm 
social agenda and it has used any savings in non-social areas to fund those 
initiatives. Continuing high revenues generated by consumption, a modest 
oil price rise, increased petroleum producticn, and borrowing have eased 
last year's initial fears and removed at least some of the pressure to slash 
the budget. The non-socialist parties, which actually constitute a majority 
in the Parliament, have been unable to reach accord on the level of transfer 
payments to various interest sroups. As a result, GON policy is unlikely to 
tighten up at least through late 1989 when new national elections are held. 


Implications for the United States 


In 1986 the United States supplied about seven percent of Norway's imports 
and was the sixth largest source after Sweden, West Germany, the U.K., Japan 
and Denmark. 


During recent years the United States has run a trade deficit with Norway of 
between 600 million and 1.1 billion dollars, according to U.S. statistics. 
In 1986 this deficit declined to 233 million dollars on total trade of 2.1 
billion dollars. (Exports to Norway were 937 million dollars (fob), an 
increase of 41 percent from 1985, while imports from Norway were about 1.2 
billion dollars (cif) in both 1985 and 1986.) 


Principal U.S. exports to Norway include construction equipment, EDP and 
other office machinery, electronic instruments, aircraft and parts, and 


soybeans. Principal 1986 imports from Norway were petroleum, nickel, fish, 
shellfish and paper. 


The problems in the world oil market have affected American firms in Norway 
adversely, particularly those in the offshore sector. Many oil producers 
have cut back significantly on investments and manpower, causing suppliers 
and service companies to see their volume decline sharply. The oil industry 
here is facing a time of trouble and shake-out similar to -- but not as 
severe as -- that in Houston and the rest of the U.S. oil business. 


This oil-led decline has brought qreater recognition by government, business 


and labor of the need for greater efforts to increase productivity and 
reduce costs. 


In the near term, the best prospects are for products and services which can 
help increase efficiency to maintain margins in the face of falling prices 
and volume. This also is a time when licensing and joint venture agreements 
may prove especially interesting to Norwegian companies seeking to make up 
for lost domestic volume. 


The recent decrease in the dollar's value makes American consumer goods more 
attractive to Norwegian importers and agents. Prospects have improved 
across the board, and they are very good for unique items or those offering 
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high quality or fresh styles. The United States also is a significant 
trading partner in agricultural products with eight percent of total trade. 
Soybeans constitute the main import commodity(S62 million dollars from the 
U.S. in 1986), accounting for about half of total agricultural imports from 
the U.S. The most important agricultural export to the United States is 
cheese (the U.S. accounts for about two-thirds of Norway's cheese exports). 
Despite policies to protect the small farm population, there is a reasonably 
good market for U.S. agricultural products, even though increasing domestic 
production makes Norway less dependent on the import of grains and many 
items have seasonable barriers to importation. 


The American Embassy in Oslo is well equipped to assist American business 
visitors. Working closely with the U.S. Department of Commerce and its 42 
district offices, the Department of State and other Washington agencies, the 
Embassy provides services and information to the U.S. business community. 

It has excellent display space and other facilities available for use to 
introduce new products and services to this small but affluent market. 


There is a commercial library, open to the public, where trade specialists 
are available to brief and assist U.S. business visitors as well as 
Norwegian agents, importers and end users. Tourism and travel promotion to 
the U.S. has increased greatly in recent years as well. If you are 
travelling to Norway, please call for an appointment. The US & FCS can help 
you with entree into Norway's business community. 
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